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SUMMARY

PROSPECTIVE PAYMENT FOR MEDICARE
SKILLED NURSING FACILITIES

This report responds to a congressional mandate concerning the Medicare skilled

nursing facility (SNF) benefit. Section 4008(k) of P.L. 101-508, the Omnibus Budget

Reconciliation Act of 1990 (OBRA 90), requires the Secretary (acting though the

Adrrtinistrator of the Health Care Financing Administration) to submit a report on any

research studies that would be used in developing a proposal to modify the current system

under which SNFs receive payment or to replace such a system made on the basis of

prospectively determined rates.

This report highlights results from 28 studies which were identified as having direct

relevance to the modification of the system for paying SNFs under Medicare. While the

information from these studies will be useful in designing payment system modifications,

none of these reports has addressed the budget implications of any particular system

change. Research information discussed here is grouped into seven major areas:

o Background on the Medicare SNF benefit

o Components of the current payment system

o Special issues (hospital-based, swing-bed)

o Case-mix

o Interaction with Hospital use

o Quality of care

In addition to the highlights of the research results, this report contains specific

descriptions of each of the studies analyzed. These descriptions are presented after the

highlights.
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I. BACKGROUND ON THE MEDICARE SNF BENEFIT

A. Purpose and Intent

The Medicare skilled nursing facility (SNF) benefit was designed to provide up to

100 days of post-acute skilled nursing and rehabilitative care for individuals discharged

from hospitals. The intent was to provide a less costly alternative to the final portion of

inpatient hospital care for individuals requiring continuous skilled nursing care, but less

than the scope and intensity of medical services provided in the hospital. The benefit

enables patients discharged from hospitals to receive the services required to complete

their recovery from illnesses which caused the original hospitalization. Statutory

requirements have the effect of targeting patients who have complex clinical problems,

and of excluding those with only dependencies in activities of daily living (e.g., bathing,

dressing).

Medicare is the primary source of payment at admission for about 20 percent of

nursing home patients. Prior to 1989 (when the Medicare Catastrophic Coverage Act of

1988 (MCCA) provisions went into effect), Medicare covered days in a stay averaged

22-30 days per admission. Not all admissions starting with Medicare are fully covered

throughout the stay by Medicare. In fact, 60 percent of Medicare admissions are

discharged with private sources or Medicaid as the foremost payment source.

The Medicare SNF benefit is a transitional service designed to minimize both

acute care and long-term care costs. For example, availability of Medicare SNF care

could reduce the incidence of hospital back-up resulting in "administratively necessary

days" (ANDs). Delivery of appropriate post-acute therapy and skilled nursing would

enhance beneficiaries' recovery from acute hospital episodes, and reduce risk of hospital

readmissions or conversion of beneficiaries from post-acute to long-term care patients.

Hence, economic benefits of an effective Medicare SNF program could accrue to elderly

persons, as well as to the Medicare and Medicaid programs.

B. Use and Costs

The Medicare skilled nursing benefit is small both as a percentage of Medicare

expenditures and as a proportion of total national nursing home revenues. The
$544 million spent for Medicare SNF benefits in calendar year 1987 constituted less than

1 percent of total Medicare expenditures. This amount was also slightly less than 2

percent of all nursing home expenditures (Silverman, 1991). The relatively small
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contribution of Medicare to nursing home expenditures, relative to a high proportion of

Medicare admissions (noted above), is due to the fact that Medicare covered stays are

short. Whereas Medicare covered stays are about 25-30 days, stays covered by other

payment sources average 456 days.

From the mid-1970's through the mid-1980's, both total expenditures and per diem

payments for Medicare SNF care have increased at modest rates. The SNF "market

basket," a measure of the costs of inputs used to provide a day of nursing home care,

grew at an annual compounded rate that was comparable to the growth of Medicare

expenditures.

Through 1988 Medicare-covered SNF days per year have been in the range of 7-8

million days per year. Approximately 1 percent of Medicare enrollees receive the benefit

each year. However, in 1989, MCCA implemented several changes in the Medicare SNF
benefit including: elimination of the 3-day prior hospitalization requirement; changing the

cap on SNF services from 100 days in a spell of illness to 150 days in a calendar year;

and changing coinsurance requirements to apply only to the first 8 days of a SNF stay,

instead of the last 80 days. With these changes, all measures of utilization increased

dramatically. For example, the number of covered days increased almost four-fold to 26

million days. This increase in total days resulted from both the increase in the number

of enrollees using the benefit and the average stay per user. The number of beneficiaries

using the benefit increased from 392,000 to 590,000 between 1988 and 1989. The average

length of covered days per user increased from 30 days in 1988 to 43 days in 1989. With

the repeal of the MCCA SNF provisions as of January 1, 1990, the utilization patterns

are eventually expected to reflect a decrease from 1989 levels. There may be a residual

effect of the 1-year "experiment," but this is an empirical question that remains to be

evaluated.

C. Determinants of Facility-level Costs

Specific facility characteristics have been found to affect SNF costs. A multivariate

analysis of Medicare certified facilities found that facility characteristics explain a

substantial amount of variation in total cost (nearly 55 percent) and in routine operating

costs (55 percent) (HCFA, 1985). Facility characteristics did less well in explaining

variations in ancillary costs (26 percent) and in explaining capital costs (17 percent). In

particular, area wage differences, number of Medicare-certified beds, percentage of total

inpatient days that are Medicare, admissions per bed, freestanding distinct-part status and

hospital-based status each predicted higher than average total costs, when all other factors

were held constant. In contrast, higher occupancy rates, rural location and chain nursing

home status predicted lower than average costs.
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Several of the factors that were found to be predictive of average facility costs are

employed as adjustment factors in the current reimbursement system. As noted below

in the description of the payment policies for routine operating costs, differences in

payment rates exist to reflect hospital-based status and rural location.

D. Administratively Necessary Days (ANDs)

HCFA-sponsored studies on whether the hospital prospective payment system

(PPS) was causing financial hardships for hospitals that had difficulty discharging patients

consistently found that hospitals in areas with fewer nursing home beds experienced

longer lengths of hospital stays, proportionately more outliers and higher costs per

admission (Holahan, et al., 1989). The studies that focused on access for Medicare

patients to nursing home beds found that Medicare SNF payment rates deter nursing

home participation in Medicare. One study found that the 15 percent of hospitals that

are confronted by the most adverse combination of local nursing home characteristics

have at least a 19 percent higher outlier proportion relative to the mean for specific

DRGs that are most often associated with post-acute care (Kenney and Holahan, 1990).

n. CHARACTERISTICS AND COMPONENTS OF THE
CURRENT PAYMENT SYSTEM

Medicare currently pays for SNF services primarily on a retrospective, reasonable

cost basis, subject to limits applied to routine operating costs (e.g., nursing, meals).

Ancillary costs, such as physical therapy and drugs, and capital costs are not included in

the cost limits.

A. Routine Operating Costs

The limits for routine operating costs are set at 112 percent of the average costs

of urban and rural facilities respectively. Payment limits for hospital-based SNFs are set

at the corresponding limits for urban or rural freestanding SNFs plus the following: 50

percent of the amount by which 112 percent of the hospital-based SNF costs exceed the

limit for freestanding SNFs. An add-on to the hospital-based rate ceiling for the

additional costs due to the Medicare cost allocation process is also required.

In section 1888(d) of the Social Security Act, as enacted by section 9126(a) of the

Consolidated Omnibus Budget Reconciliation Act of 1985, Congress developed an option

with strong incentives to increase Medicare program participation. Low-utilization SNFs,

with fewer than 1,500 Medicare days, may elect to be paid 105 percent of mean operating

and capital costs of all (both hospital-based and freestanding) facilities rather than be
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paid their actual costs. Separate rates are calculated for urban and rural facilities.

Implementation of this new system began on October 1, 1986, and approximately 25

percent of freestanding SNFs are participating in this option.

B. Ancillary costs

Medicare pays ancillary services in SNFs on a cost basis. The Medicare share for

the costs of ancillary services is based on the ratio of Medicare charges to all charges

which is then applied to costs. The ratio is determined for each ancillary cost center

(e.g., drugs, physical therapy). The ratio is applied to the total allowable costs in each

cost center recorded during the fiscal year.

C. Capital costs

Capital-related costs consist of return on equity, depreciation expense, interest

expense attributable to capital, real estate taxes and personal property taxes (if

applicable) and insurance. Medicare pays its share of SNF total capital-related costs

based on Medicare utilization as measured by Medicare's charges for ancillary services

and Medicare patient days for routine services.

Section 1861(v)(l)(0) of the Social Security Act, as enacted by section 2314(a) of

the Deficit Reduction Act of 1984, limited the cost basis, for Medicare payment purposes,

of a provider such as a skilled nursing facility that is sold, to the lower of the depreciated

book value of the previous owner (the seller) or the purchase price paid by the new
owner. Depreciation payments made to the previous owner would, in certain

circumstances, also be subject to recapture pursuant to other Medicare policies (Cohen

and Holahan, 1986).

in. SPECIAL ISSUES

A- Hospital-based and Freestanding Providers

A particularly controversial adjustment factor in the current payment system is the

higher cost limits for hospital-based facilities. Hospital-based facilities have routine

operating costs that are about twice as high as that of free-standing facilities. These

higher costs could be indicative of hospital-based SNFs having sicker patients or providing

better care. On the other hand, the higher costs could reflect inefficiencies, accounting

artifacts, or hospital systemwide staffing obligations (Shaughnessy et al, 1984) (Sulvetta

and Holahan, 1986).
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Specific studies have been conducted to determine the potential role of case-mix

differences in accounting for cost differences between hospital-based and freestanding

SNFs. Results of the studies can be summarized as follows: Hospital-based facilities tend

to have high proportions of Medicare patient to total patient days (Sulvetta and Holahan,

1986). Because Medicare patients tend to be more medically acute than non-Medicare

patients, they are likely to require more expensive staff.

In addition, studies which directly compared the characteristics of patients in

hospital-based and freestanding facilities found hospital-based patients to be medically

more acute and have greater rehabilitation potential than patients in freestanding facilities

(Shaughnessy et al., 1984). Finally, studies that have attempted to measure the extent to

which cost differences of the two types of facilities are due to case-mix produced widely

varying results ranging from 8 to 42 percent (Wiener et al., 1986).

B. Rural Swing-Beds

The rural swing-bed program was established by the enactment of section 1883 of

the Social Security Act by section 904(a) of the Omnibus Reconciliation Act of 1980.

Congress envisioned that the program would encourage the most efficient and effective

use of inpatient hospital beds for the delivery of nursing home care to Medicare and

Medicaid beneficiaries in rural areas. Approximately 2,200 rural hospitals were potentially

eligible to provide swing-bed care by virtue of having less than 50 beds. With the

enactment of section 4005(b) of the Omnibus Budget Reconciliation Act (OBRA) of 1987,

the program was expanded to include rural hospitals with 50-99 beds. This allowed for

approximately 780 additional hospitals to be eligible to participate in the swing-bed

program.

Under the program, hospital beds can be used to provide both acute and extended

care services. The reason for implementing the swing-bed policy is two-fold. First, it

allows small rural hospitals to utilize the excess bed capacity that was characteristic of

rural hospitals in the 1970's. Second, it serves as a partial remedy to access problems

facing rural beneficiaries who need skilled nursing services (Shaughnessy et al., 1990).

Use of swing-bed services has grown rapidly. To date, over 60 percent of the

eligible hospitals have been certified for swing-bed status. Admissions to swing-bed

hospitals have increased from 3 percent of Medicare SNF admissions in 1984 to 9.7

percent in 1987. Swing-bed admissions account for a significant proportion of the

Medicare SNF admissions in North Central (18 percent) and Southern States (12 percent)

(Silverman, 1990).

There are two components of swing-bed services, routine and ancillary. Prior to

October 1, 1990, routine services were reimbursed under Medicare based on the average
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daily Medicaid SNF rate from the prior calendar year. Payment for ancillary costs was

and continues to be based on Medicare's share of the reasonable costs for a given facility.

A problem with the previous payment system for routine services was the wide

variation in Medicaid SNF rates. Under section 4008Q) of OBRA 1990, payment for

routine services is to be based on the Medicare payment to freestanding SNFs in the

same region for the same services. HCFA is currently developing new payment rates

based on Medicare payments. The new rates may alleviate some of the problems of the

wide variation in the rates.

Because ancillary costs are paid on a cost basis, hospitals have little incentive to

provide ancillary services in a cost-effective manner (Brookings, 1987). In addition, as

with SNF care in nursing homes, a major obstacle to the development of a prospective

payment system for swing-beds is the absence of a patient-specific classification of case-

mix.

IV. CASE-MIX

Central to the design of a prospective payment system for Medicare SNFs is the

role of a case-mix system to adjust payment according to the service requirements of

different patients. A well developed system for adjusting for case-mix differences could

mitigate the problems associated with Medicare paying facilities on the basis of average

costs, account for cost differences between hospital-based and freestanding facilities due

to differences in patient characteristics, and provide incentives for nursing homes to

increase their participation in the Medicare SNF program. A potential outcome of these

changes would be improved access to the Medicare SNF benefit for heavy care patients.

Based on the United States Department of Health and Human Services

(USDHHS) 1985 Report to Congress on prospective payment options for Medicare SNFs,

it was concluded that it was impractical to implement a patient-level case-mix adjustment

for the payment of Medicare SNFs. Only facility level adjustments could be made using

proxy measures of case-mix, such as percent of patients who are Medicare (Sulvetta and

Holahan, 1989; Holahan and Sulvetta, 1990). Such adjustments could not, however,

differentiate between Medicare patients. In addition to the technical issue of designing

a patient-level case-mix classification, the implementation of a system was further impeded

by the need to develop a major data collection system on patient characteristics, as well

as to conduct studies to determine and test payment rates, estimate administrative costs

and address other administrative issues. Hence, the costs of implementing a patient level

system appeared to exceed the benefit, particularly in light of the small role of Medicare

as a payment source for nursing homes (Liu et al., 1986).

Similar to the findings of the 1985 report, the HCFA 1988 report found that much
of the foundation for a patient-level case-mix adjustment was not available. The
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1984 report noted further progress on the testing of a Medicare case-mix system (Fries

et al., 1987).

Several developments have occurred recently which reduce the impracticality of

implementing person-level case-mix payment adjustments. First, a data collection system

for all nursing home patients has been mandated. The minimum data set (MDS), which

was mandated by OBRA 1987, was to be fully implemented in 1990 at which time patient

assessments would be conducted on all nursing home patients in the United States on a

regular basis (Morris et al., 1990). The MDS requirements have the potential to obviate

the need to jmplement a special data collection system for the purpose of adjusting

Medicare payments to account for variations in case-mix.

Second, Medicare patient-level case-mix classification systems have been developed

and tested. Although the models tested do not explain a high proportion (about 10

percent) of the variance in nursing staff costs, they do explain more than 50 percent of

the costs of nursing plus rehabilitation staff costs (Fries et al., 1987).

Third, HCFA is in the process of implementing the Medicare/Medicaid multi-State

demonstration project which will design a case-mix classification system that includes both

Medicare and Medicaid patients in nursing homes (Burke, 1990). This demonstration

project also will test alternative payment systems for Medicaid patients and a strategy for

adjusting Medicare payment based on patient level case-mix. Finally, the demonstration

project will study the administrative and technical requirements and burdens associated

with the implementation of Medicare case-mix adjustments in the payment system for

Medicare SNFs.

V. INTERACTION WITH HOSPITAL USE

Recent research by the Rand Corporation studied which Medicare patients used

which types of postacute care, and tried to explain the different patterns observed (Neu,

Harrison, Heilbrunn, 1989). The study found that the State in which a person lived

significantly influenced the kind of postacute care used. This result reflects a combination

of factors including a State's Medicaid poLicies, and health planning and regulatory

policies.

The study found that some postacute care settings can substitute for postacute care

in other settings and for inpatient hospital care. Specifically, the data indicated some

substitution between SNF and home health care. In addition, in some situations, SNF
care seems to be a substitute for inpatient hospital care, whereas home health care

appears to be a complement to hospital care. The authors concluded that the

substitution among care settings reported indicates that interaction effects should be

considered in establishing payment policies for the different care settings.
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In a second study, which compared patterns of inpatient and postacute care use,

the same Rand researchers found that the link between hospital and SNF care became
stronger after the implementation of hospital PPS (Neu and Harrison, 1988). They also

found that a variety of Medicare beneficiaries are now using SNF care and that this type

of care is no longer just being used by the "most frail" hospital discharges. The authors

concluded that the State-to-State variations in posthospital use indicate that select

combinations of policy measures could be adopted to create "better" or "desirable" post-

hospital care patterns. Initial specifications of this type of strategy were described in a

third study (Neu, 1988).

VI. QUALITY OF CARE

Most of the research on nursing home quality of care has focused on services

provided to Medicaid patients or examined quality of care in nursing homes in general.

A particularly important study that has implications for the modification of payment for

the Medicare SNF benefit is the Institute of Medicine (IOM) (1986) report on improving

the quality of nursing homes. The study was intended to serve as a basis for improving

Federal (and State) policies and regulations governing the certification of nursing homes.

Many of the recommendations of the studies were enacted by sections 4201-4218 of

OBRA 87 as sections 1819 and 1919 of the Social Security Act.

One recommendation of the IOM study was to eliminate the distinction between

skilled nursing facilities (SNFs) and intermediate care facilities (ICFs) under Medicaid.

Because only SNFs can provide Medicare skilled nursing care, the elimination of the SNF
and ICF distinction might increase the number of facilities participating in the Medicare

SNF program.

A second important recommendation was that resident assessments should be

conducted routinely on nursing home patients. As noted above, in the case-mix section,

the availability of resident assessment data greatly enhances the opportunities to develop

and implement a case-mix based payment system for Medicare SNFs.

Other important recommendations that would have the effect of improving quality

of care under the Medicare SNF benefit include the requirement that nurse's aides be

trained in a State-accredited institution, the prohibition of discrimination between

admissions on the basis of payment sources, and new survey protocols and procedures for

documenting poor resident outcomes and exploring potential causes of the problems.
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Bishop, Christine and Lisa Dubay. 1988. "Access of Medicare Patient to Posthospital

SNF Care." Urban Institute Working Paper 3710-01.

This paper uses 1985 Medicare skilled nursing facility (SNF) bills and

Medicare/Medicaid Automated Certification System (MMACS) facility and patient

characteristic files to analyze factors that contribute to skilled nursing facilities'

willingness to admit any Medicare patients and the number of Medicare patients that

they serve. The sample includes skilled and multi-level nursing homes that reported

patient level data on the 1985 MMACS file.

The research showed that the Medicaid program exerts a great deal of influence

on whether or not Medicare patients receive care. Nursing homes located in States

with Medicaid payment systems based on average costs are more likely than those

located in States with prospective payment systems to admit any Medicare patients.

When they do admit Medicare patients, they are more likely to admit more of them.

While nursing homes in States with case-mix reimbursement under Medicaid are more
likely to admit some Medicare patients relative to nursing homes in States without

case-mix payment, they tend to serve fewer Medicare patients. Similarly, high Medicaid

SNF rates are associated with a high probability of nursing homes serving Medicare

patients. In addition, nursing homes that have State-mandated Medicare certification of

SNFs beds have a greater probability of serving some Medicare patients.

These findings imply that access for Medicare beneficiaries to posthospital care

varies in response to Medicaid policies which are not subject to Medicare influence or

control. Of particular concern, while Medicaid case-mix payment may produce nursing

homes that are able to care for some Medicare patients, when given a choice between

heavy care Medicaid patients and Medicare patients, nursing homes prefer to serve

Medicaid patients because of these effects.
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Burke, Robert 1990. The Multistate Nursing Home Case-Mix Payment and Quality

Demonstration." The Circle, Inc., February 28.

The Multistate Nursing Home Case-Mix Payment and Quality Demonstration

(NHCMPQ) was approved in the summer of 1989 under the authority of P.L. 92-603,

section 222(a). Four States (South Dakota, Mississippi, Maine and Kansas) were

selected initially to participate in this project. Subsequently, the State of New York
was added to the project.

This project will test whether it is operationally feasible and desirable from the

perspectives of the Medicare program and State Medicaid programs to (1) implement

state-wide, nursing home patient classification systems, (2) develop equitable nursing

home payment methods linked to patient classifications, and (3) derive from this

case-mix payment system, process and outcome measures of the quality of nursing

home care.

The project will have three distinct objectives:

1. To develop and implement a standardized nursing facility/resident data and

classification (case-mix) system. All participating States will use the same

resident assessment instrument and classification system.

2. To develop and implement equitable prospective nursing facility payment

methods linked to the case-mix classification system for both Medicare and

Medicaid. States will have flexibility in setting nursing facility payment rates

based on resident case-mix. All payers (Medicare, Medicaid and private pay)

will participate in the case-mix classification system.

3. To develop and implement a nursing facility quality assurance system based

on resident information derived from the periodic assessment data and the

fee-for-service claims system for Medicare and Medicaid. All States will

implement the same core quality assurance system, which will be based on

developing national and State norms for acceptable treatment and resident

outcomes. States will monitor facility performance against these norms using

periodic resident assessment data, claims data, and on-site surveillance visits.

States will have the flexibility to develop other quality assurance mechanisms.

Evaluation of the project will focus on the cost effectiveness of the case-mix system

and the relationship of the case-mix payment to quality of care. Specific questions

include:





1. If a single patient classification system is used across states, how reliable is the

system?

2. How does case-mix vary across States?

3. If patients are reliable classified across States, are the resources consumed by

patients in the same class similar across States?

4. What process and outcome indicators can be derived from the system?

5. Does' implementing a case-mix payment system result in changes in these

indicators?

6. How do the indicators correlate with nursing home staffing patterns?

7. What is the impact of implementing a case-mix system on Medicare and

Medicaid use and expenditures?

This project is in its second year. Sample data on patients have been collected

and are being analyzed in connection with the development of the case-mix

classification system. The prime contractor on this project is The Circle, Inc., but

numerous consultants are participating in the development of various aspects of this

project.
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Cohen, Joel and John Holahan. 1986. "An Evaluation of Current Approaches to

Nursing Home Capital Reimbursement" Inquiry 23 (Spring):23-39.

This paper examines the various approaches used by States to pay nursing

homes for capital costs. Components of capital costs and how they are treated under

the different approaches are addressed. Empirical analyses of rate of growth in

facilities' average per diem capital costs are presented for different States representing

different systems.

The purpose of capital payment is (1) to provide a return on investor capital

sufficient to attract a desired level of investment in nursing homes and (2) to ensure

that existing capital is maintained in good condition. At the same time, State policies

are designed to ensure that owners are not overcompensated and that they make
efficient financing, construction and renovation decisions.

Components of capital payment include (1) return on equity payments,

(2) depreciation payments, and (3) interest payments. In addition, nursing homes can

realize profits through accelerated depreciation, or take advantage of other tax code

provisions, for example, allowing losses to offset other income. As noted by other

researchers (Baldwin and Bishop, 1984), the rate of return to an investor increases as

- - the investor's marginal tax rate increases.

In traditional cost-based systems, payment for a year was simply based on the

sum of: amount of depreciation recognized for the year, actual interest expense and

other capital-related costs, and possibly a return on equity. If a facility were sold, the

buyer's purchase price became the new cost basis for purposes of calculating

depreciation, with no adjustment for previous depreciation.

The Medicare program used a similar system. Depreciation was calculated on

the basis of straight line historical costs. Return on equity for proprietary providers

was calculated by subtracting liabilities from assets and multiplying the result by the

rate of return specified in the Medicare statute. If the seller received more than his

depreciated book value, the Medicare program would recapture its excess payments,

but this was often of relatively little consequence because frequent sales resulted in

high, undepreciated book values.

Until about 1980, the Medicaid program required the States to use "reasonable

cost-related" payment systems for their skilled nursing facilities. Many States followed

the Medicare rules. Thus, capital-related costs were treated in a substantially similar

manner by both the Medicare and Medicaid programs.
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Incentives existed under these cost-based systems for frequent sales and

refinancing when debt service exceeded capital-related payment and as returns on

investment declined over time. This system also encouraged "sale-leaseback"

arrangements and growth in capital costs that the Medicare and Medicaid programs

had to recognize.

In particular, if Medicare or Medicaid payments exceeded debt service in the

early years of the useful life of the asset but would be less than the debt service in

later years, this is an incentive to sell the asset before reaching the breakeven point.

A "flat-rate" system is one in which increasing asset values are recognized

annually independent of sales. Hence, any actions which result in increased

depreciation, increased debt following refinancing and higher lease payments would

result in lower net revenues. California employs a flat rate system which incorporates

capital into an all-encompassing payment rate that varies by level of care, size of

facility and geographic area.

In an empirical analysis of growth in facility capital costs over time, the study

found that States with flat rates had the least increase in costs, and that States with

controls had lower increases than traditional cost-based systems. Conclusions were

based on contrasting homes with high and low proportions of Medicaid patients, with

Note: For sales of depreciable assets beginning July 18, 1984, section 1861(v)(l)(0) and

1902(a)(13)(B) of the Social Security Act, as enacted by section 2314 of the Deficit

Reduction Act of 1984, limited a new owner's cost basis to the lesser of the actual

purchase price paid by the new owner, or the allowable acquisition costs to the

owner of record on July 18, 1984, (or in the case of an asset not in existence on

July 18, 1984, to the first owner of record of the asset after that date), minus the

depreciation that had been allowed by the Medicare or Medicaid programs since

then. These provisions prevented a provider's cost basis from being increased by

frequent sales, and the resulting lower book values produced larger recaptures of

excess Medicare and Medicaid payments for depreciation.

This Medicaid provision was limited to hospitals by the amendments enacted by

section 9509(a) of the Consolidated Omnibus Budget Reconciliation Act of 1985.

That amendment also enacted a separate limitation applicable to nursing facilities

as section 1902(a)(13)(C) of the Social Security Act, effective October 1, 1985. The
latter now permits a State Medicaid program to recognize, on an aggregate basis,

limited increases in asset value due solely to changes of ownership, to take inflation

partially into account.
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the low Medicaid homes serving as proxies for expected growth in the absence of

Medicaid policies.

The final capital payment system addressed by the study is a fair rental

approach. This type of policy employs a simulated rent paid on the current value of

assets. They vary across how asset value is determined and updated, whether interest

is included or paid separately and what rate of return is paid. The primary advantage

is that they recognize increases in the value of assets without requiring a transaction

before the owner can reap any revenue gain. A fair rental approach can also

encourage owners to seek efficient financing arrangements (if interest payments are

included), as well as continued ownership. Although the approach can be costlier than

other systems, the cost can be controlled by State policies that incorporate recognition

of operating profits and tax advantages into decisions on target rate of return.
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Cotterill, Philip G. 1986. "Testing a Diagnosis-Related Group Index for Skilled

Nursing Facilities." Health Care Financing Review 7:4.

There has been recent interest in a Medicare Prospective Payment System (PPS)

for skilled nursing facilities (SNFs). However, a PPS that does not account for

differences in case-mix would encourage providers to admit only the lowest cost

patients. Consequently, there is interest in developing a case-mix measure that can be

used as the basis for a Medicare PPS for SNFs. The purpose of this article is'to test

the viability of one such case-mix index (CMI) which is based on diagnosis-related

groups (DRGs).

This article seeks to address two questions. First, does the Medicare SNF CMI
explain enough of the variation in costs among SNFs to make it a useful variable on

which to base a PPS? Second, what is the magnitude of this cost variation in relation

to the CMI? In order for the Medicare SNF CMI to be an effective payment variable

it must explain a significant amount of the variation in costs among SNFs. Moreover,

changes in costs across SNFs must be roughly proportional to changes in the CMI.
Specifically, if cost varies more than proportionally with the CMI, then nursing homes

would have no incentive to admit patients who are more costly than the average SNF
patient.

The author constructs a DRG-based CMI where the DRG represents the reason

that the patient was admitted to the SNF. This CMI is tested by including it in an SNF
analog to the hospital cost equation specified by Pettengill and Vertrees (1982) and also

in the SNF cost equation used by Sulvetta and Holahan (1986). Analysis of the

hospital cost function reveals several properties of the SNF CMI. For example, there is

a statistically significant, positive relationship between the SNF CMI and SNF costs.

However, this relationship is not as strong as the relationship between hospital DRGs
and hospital costs. Perhaps more importantly, SNF costs are found to vary more than

proportionally with the SNF CMI. The test of the SNF CMI using the SNF cost

equation also supports the conclusion that variations in SNF costs are more than

proportional to changes in the CMI.

This study concludes that using this particular SNF CMI as the basis for a

Medicare SNF PPS would be highly problematic. This SNF CMI would not be a useful

payment variable because it explains relatively little of the variation in costs among
SNFs. Moreover, the results indicate that costs vary much more than proportionally

with the SNF CMI. This Medicare SNF CMI fails to incorporate differences in cost

attributable to differences in intensity of services needed. Hence, a PPS based on this

particular CMI would discourage nursing homes from admitting patients with higher

than average prospective costs.
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Dor, Avi. 1989. "The Cost of Medicare Patients in Nursing Homes in the U.S.: A
Multiple Output Analysis." Journal of Health Economics . 8:3 (September).

This research estimates nursing home cost functions to predict the marginal and

average costs of Medicare patients as well as average facility costs. Data from this

analysis were derived from 1986 Medicare cost reports and facility and patient level data

from the Medicare/Medicaid Automated Certification System (MMACS). Of the

2,110 nursing homes for which data from both files were available, 409 were SNF only,

1,385 were multi-level and 325 were distinct part facilities. For technical reasons the

nursing homes with distinct parts were omitted from the analysis.

The estimations revealed that the average cost of Medicare patients in skilled

nursing facility (SNF)-only facilities is more than twice that of Medicaid patients and

almost twice that of private patients. Similar results were found in multi-level facilities.

The estimations also revealed that for an average SNF-only facility, the marginal cost of

caring for a Medicare patient is more than two times the facility's average cost. In

multi-level facilities, it is more than three times average cost. Only in nursing homes

serving either a large number of patients or a large percentage of Medicare patients

would the marginal cost of Medicare patients equal average facility costs. Only

7 percent of nursing homes in the sample had the requisite patient volumes and only

3 percent had the requisite proportion of Medicare patients to produce these results.

The study also showed that Medicare payment policy results in two distinct

inefficiencies. On the one hand, it discourages most nursing homes from increasing

admissions of Medicare beneficiaries. On the other hand, a small group of nursing

homes are encouraged to specialize in Medicare patients even though costs tend to be

lower when there is a mix of Medicare and non-Medicare patients.
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Fries, Brant, Don Schneider, Mary Dowling, Bill Foley, Marie Gavazzi. 1987. "A Case

Mix Measure for Medicare Skilled Nursing Facility Patients." Report to HCFA under

cooperative agreement #18-098581/2-01.

This report describes an empirical analysis of Medicare patient characteristics and

their relationship to resource use. It was based on data collected tor this study from

Medicare certified skilled nursing facilities (SNFs) in five States (New York,

Pennsylvania. Florida, Illinois, and California). The sample consisted of 1,684 Medicare

patients on whom multiple assessments were conducted (day 1, day 7, day 35);

2,561 total assessments on Medicare patients were available for analysis. Resource use

measures included amount of time spent by nursing staff and ancillary staff (therapists).

AUTOGRP analysis, akin to that used to develop the RUG classification system for

Medicaid patients, was conducted.

The study examined the extent to which variance in nursing cost, auxiliary (therapy)

cost, and total costs could be explained by medical and functional characteristics of

patients, facility characteristics, and constructed variables representing counts of

therapies, treatments and medical problems. Separate analyses were conducted for

each of the three resource use variables.

Regardless of the variables included, only about 10 percent of the variance in

nursing costs could be explained by anything but facility, region and State indicators.

This result is consistent with the wide variance across the country in the staffing of

nursing homes, even those with high Medicare caseloads. One reason noted for the

poor predictive power of the models is the finding that, because many of the Medicare

patients receive assistance from therapists, there was a likelihood of substitution

between nursing care/service, and therapist service.

Three models were tested: (1) RUG-T18 was a variant of RUG-II with the

principal difference being that the rehabilitation category was stratified by the count of

therapy services (over 30 minutes) received. As might be expected, this model was a

good predictor (78 percent) of therapy services because of the circularity between

dependent and independent variables. (2) RUG-T18A replaces the count of therapy

services with the likelihood of therapy following the effects of a cerebrovascular

accident (stroke); this model explains similar nursing and less rehabilitation time

variance. (3) RUG-HER, (Hierarchy of Expected Rehabilitation) approaches the

problem by predicting which patients will require rehabilitation. In this model, patients

unlikely to receive therapy (medical conditions including hemorrhage, severe pain,

severely cognitively impaired) are first accounted for; remaining patients are classified

according to whether they are in need of rehabilitation, followed by the standard RUG
classification strategy. This system explains 34 percent of variation in total costs:

13 percent of the variance in nursing costs and 51 percent of the variance in





LO

rehabilitation costs.

The authors favor the RUG-T18 model for several reasons. Akin to the use of

surgical variables in DRGs. by using service use in a payment system, the system

provides incentives for providers to actually perform the therapy services. Although

patients are likely to receive extra therapy, this could be marginally beneficial rather

than detrimental.

The results of this study provide a basis for grouping patients according to total

costs. None of the models is particularly powerful for grouping patients according to

nursing costs, the principal component of routine operating costs. The RUG-T18
provides incentives for providers to provide therapy, but therapy costs are currently

reimbursed on a pass-through basis. Hence, other incentives might be provided without

changing the way in which Medicare currently pays for ancillary services.
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Harrison, Scott C. 1990. "Skilled Nursing Facility Benefit." A Rand School

Dissertation, The Rand Corporation, N-2948-RSG.

This paper examines the use of the Medicare skilled nursing facility (SNF) benefit

in urban areas. Two analyses are conducted using a 20 percent sample of 1985

Medicare SNF bills and Medicare hospital bills. The first uses the Metroplotian

Statistical Area (MSA) as the unit of analysis while the second uses the patient as the

unit of analysis. Since the results of the patient level analysis are reported in the paper

"Medicare Patients and Post Acute Care: Who Goes Where," this synopsis will report

only the findings of the former.

The analysis examined Medicare SNF use per Medicare hospital discharge at the

MSA level. The study found SNF use to be higher in areas with greater supplies of

Medicare certified nursing home beds. However, both the percentage of Medicaid beds

in the MSA that were certified as SNFs and Medicaid covered SNF days per population

in the State were positively related to Medicare certified beds as was Medicare SNF
utilization.

This study demonstrates the role that Medicaid policies and local nursing home
markets have in determining Medicare SNF benefit use. These factors seem to operate

through their effect on the supply of Medicare certified beds.
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Holahan, John and Margaret B. Sulvetta. 1989. "Assessing Medicare Reimbursement
Options for Skilled Nursing Facility Care" Health Care Financine Review. 10: 13-27.

In this article, a broad array of Medicare payment options for skilled nursing

facility care are examined, ranging from cost-based retrospective systems to various

prospective arrangements. Each system contains different incentives to meet four

policy goals: provide access for Medicare patients; increase access for patients

requiring resource-intensive care; contain growth in program costs; and assure the

delivery of high quality care. The financial impacts of alternative policy options are

presented through the use of a simulation model. Facility-specific payment systems are

shown to most effectively incorporate incentives to contain costs and to promote

beneficiary access to care.

The advantage to the facility-specific arrangements is that they provide substantially

increased revenues to the large-volume Medicare participating facilities with little

change in program cost. However, an alternative syaytem was enacted to encourage

increased Medicare participation by low-volume facilities. See section 1888(d) of the

Social Security Act, as enacted by section 9126(a) of the Consolidated Omnibus Budget

Reconciliation Act of 1985. This was achieved by offering flat rates to low-volume

providers, defined as those with fewer than 1,500 days of Medicare covered care per

year.

In order to address this problem various compromise approaches were examined.

The most promising approach identified by the two authors incorporated flat-rate

payments to low-volume providers (defined as those with less than 10 percent of total

patient days attributable to Medicare), with facility-specific prospective payment for

high volume Medicare-participating facilities. Under this arrangement, rates for

facilities are based on percent Medicare days (less than 10 percent, 10-40 percent, and

more than 40 percent Medicare days).
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Holahan. John et al. 1989. "Should Medicare Compensate Hospitals for

Administratively Necessary Days?" Milbank Quarterly 67, no. 1.

This article reports on a set of six studies that were designed to address whether

the Medicare prospective payment system for hospitals is causing financial hardship for

hospitals that have difficulty discharging patients because of limited access to the

nursing home market. These studies were initiated in response to a congressional

mandate to the Department of Health and Human Services to study the issue. Each

study focused on a different facet of the Administratively necessary days (AND)
problem. Four of the studies explored how conditions in local nursing markets affect

hospital discharge delays and cost per admission. The other studies examine possible

reasons why nursing homes may be unwilling to admit Medicare nursing home patients.

These studies drew on 1985 data from Medicare Provider Analvsis and Review files,

Medicare Medicaid Automated Certification System. Medicare Prospective Payment

System (PPS) 2 file, and 1985 Medicare Cost Report Data.

The studies consistently show that hospitals in areas with fewer nursing home beds,

particularly skilled nursing facility (SNF) beds, per 1,000 elderly persons experience

longer lengths of stay, proportionately more outliers and higher costs per admission.

Additional problems were found in States with Medicaid payment systems that had

strong cost containment incentives and for Medicare beneficiaries who were also eligible

for Medicaid.

The studies that examined access for Medicare patients to nursing home beds

found that Medicare SNF payment rates discourage nursing home participation in

Medicare. Certain features of Medicaid nursing home payment systems were also

found to affect Medicare SNF admissions.
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Institute of Medicine. 1986. Improving the Quality of Care in Nursing Homes .

National Academy Press: Washington, D.C.

This book reports on a study conducted by the Institute of Medicine that would

"serve as a basis for adjusting Federal (and State) policies and regulations governing

the certification of nursing homes so as to make those policies and regulations as

appropriate and effective as possible." This study was prompted by the apparent

inability of the current regulatory system either to force substandard facilities to

improve their,performance or to eliminate them.

Both the Federal and State governments are actively involved in regulating nursing

homes. States license nursing homes, but their standards vary widely. The States also

are responsible for enforcing the standards. The only Federal sanction available, until

recently, was decertification of a facility making it ineligible to receive Medicaid or

Medicare funds. In 1981 a Federal intermediate sanction was authorized allowing for

the suspension of payments for new admissions. Because decertification is a very

drastic measure when beds are in short supply, most States rely on a set of

intermediate sanctions such as fines, receiverships, and suspension of admissions.

Recommendations from the study include the following: 1

1. Eliminate the regulatory distinctions between skilled nursing facilities (SNFs) and

intermediate care facilities (ICFs) and apply modified SNF conditions of participation

and standards to all certified homes.

2. A new condition of participation on resident assessment should be added. Accurate

assessments of each resident should be done upon admission, periodically, and

whenever there is a change in resident status. The results should be recorded and

retained in a standard format in the resident's medical record.

3. A new condition of participation in quality of care should be added stating that

each resident is to receive high-quality care to meet individual physical, mental and

psychosocial needs. Care should be designed to maintain or improve well-being.

4. A new standard, nurse's aide training should be added to a new condition on
"administration." The new standard should require that all nurse's aides complete a

preservice State-approved training program in a State-accredited institution such as a

community college.

Note: Some of these recommendations were implemented by OBRA-87. Also see 42

C.F.R. Part 483.
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5. A new standard should be written that prohibits facilities that have signed a

Medicaid Provider Agreement from having different standards of admission, transfer,

discharge and service for individuals on the basis of sources of payment.

6. Two new survey protocols should be designed and tested. A standard survey would

entail an audit of the resident assessment data maintained by the facility and would rely

on a case-mix-referenced sample. The extended survey would enlarge the sample, look

at compliance with elements of all standards, and document poor resident outcomes

and explore the extent to which structural and process factors may have contributed to

these outcomes.

7. Title XIX of the Social Security Act should be amended to authorize 100 percent of

Federal fundings of nursing home and certification activities for 3 years, after which a

Federal-State matching ratio should be re-established.

8. The States should be responsible for certifying all Medicare and Medicaid facilities

according to Federal requirements and HCFA should monitor State performance.
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Kenney, Genevieve and John Holahan. 1991. "Nursing Home Transfers and Mean
Length of Stay in the Prospective Payment Era." Medical Care (forthcoming).

This study analyzed the determinants of hospital length of stay and transfers to

skilled and intermediate nursing home care in 1985 for six selected diagnosis related

groups (DRGs) with high levels of post-acute care. The six diagnosis categories were

DRGs 14, 89, 127, 209, 210. and 429. The study used data from six sources, including

the MEDPAR. the American Hospital Association Survey, and the Medicare/Medicaid

Automated Certification System file. The explanatory variables comprise four

categories: conditions in local nursing home market variables, the long-term care

arrangement of the hospital. State Medicaid and Medicare nursing home variables, and

a set of control variables that reflect the characteristics of patients in the hospital and

DRG category, or other hospital or area-specific attributes. The unit of analysis is the

hospital, and nursing home market variables are defined over three-digit ZIP Code

areas.

DRG-specific equations are estimated for the mean length of stay and transfer

equations. Mean length of stay is estimated using weighted least squares. The skilled

nursing facility (SNF) and intermediate care facility (ICF) transfer rate equations are

estimated using a Tobit specification because only a portion of the hospitals had

transfers to SNFs and ICFs.

For all six DRGs, hospitals in low nursing home bed supply areas were found to

have proportionately fewer nursing home transfers and longer mean lengths of stay.

Problems placing patients appear to be greatest in areas with few nursing home beds,

and the placement problem appears to be higher for patients with organic disturbances

or mental retardation (DRG 429).

For all diagnoses studied, except for organic disturbances and mental retardation,

hospitals with swing beds or long-term care units had fewer discharge delays and higher

transfers to skilled nursing care relative to hospitals with neither. The effects appear to

be greatest for patients with hip or femur or major joint and limb reattachment

procedures. The hospital's long-term care arrangement has a different and less

consistent effect on ICF transfers relative to SNF transfers. In four of the six

equations, hospitals with both a long-term care unit and swing beds had lower ICF

transfer rates, suggesting that these hospitals are substituting SNF for ICF care.

Contrary to expectations, mandatory Medicare certification of skilled nursing beds

appeared to be associated with longer stays and more ICF transfers, while casemix

adjustments in Medicaid nursing home payment appears to be associated with longer

hospital stays. Further analysis showed that the effects of these two variables depend

on the share of nursing home residence covered by Medicaid. In 1985, States with
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mandatory Medicare certification had proportionately more nursing home residents

covered by Medicaid relative to other States (67 percent vs. 60 percent), suggesting that

States mandate Medicare certification partly out of concern over Medicaid nursing

home expenditures. It appears that mandating Medicare certification can reduce

discharge delays and that the effect is greatest in States with low proportions of nursing

home residents covered by Medicaid. Likewise, while States with casemix payment

adjustments appear to have longer stays and proportionately fewer ICF and SNF
transfers, other things equal, the relationships are reversed when Medicaid beneficiaries

constitute a large share of nursing home residents.

The study's implications are that some hospitals experience financial hardship

because of difficulty placing patients in nursing homes and that a hospital payment that

encompassed acute and post-acute Medicare services will not correct for differential

access to non-Medicare nursing home care. Issues that deserve greater analysis include

the optimality of the high SNF transfers observed at hospitals with long-term care units

and swing beds and the financial implications for Medicare outlays of nursing home bed

shortages and of expansion in the swing bed program.
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Kenney, Genevieve and John Holahan. 1990. "The Nursing Hume Market and

Discharge Delays." Inquiry 27, no. 1.

This study examines how the supply of nursing home beds together with State

Medicaid and Medicare payment policies for nursing homes affect how long hospitals

keep patients. Three measures of discharge delays /timeliness are used: the average

length of stay, the percentage of stays greater than the national geometric mean and

less than the outlier cutoff, and the proportion of stays that are outliers (as measured

by the length of stay criterion). These measures are defined at the hospital level for 16

diagnosis related groups (DRGs) with high post-acute care needs. This study uses 1985

data from six sources: Medicare hospital bill data, the American Hospital Association

Survey, the Medicare/Medicaid Automated Certification System, an Urban Institute

survey of Medicare skilled nursing facility (SNF) Cost Report data, and U.S. Census

data. All Federal Government, rehabilitation, and psychiatric hospitals were excluded

because they are not covered by the prospective payment system (PPS).

The major findings include the following: nursing home bed supply is an important

determinant of hospital discharge delays; there were more discharge delays in States

with strong prospective payment or flat rate systems; and hospitals with their own SNF
units, swing beds, or both had fewer discharge delays. The magnitudes of the effects

were generally higher for the outlier proportion relative to the other measures of

discharge timeliness. When the combined impact of tight bed supplies and restrictive

payment policies in nursing homes was examined, it appeared that a subset of hospitals

may be affected in a major way. The 15 percent of hospitals in PPS States with the

most adverse combination of nursing home characteristics have at least a 19 percent

higher outlier proportion relative to the mean for the DRGs studied-due solely to the

adverse mix of nursing home characteristics that the hospitals face.
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Liu, Korbin, Joshua Wiener, George Schieber, Pamela Dory. 1986. "The Feasibility of

Using Casemix and Prospective Payment for Medicare Skilled Nursing Facilities."

Inquiry 23: 365-370.

This paper reviewed the feasibility of using case mix in options to pay for Medicare

skilled nursing facilities (SNFs). Inferences were based on HCFA's 1985 study of the

Medicare SNF benefit that was submitted to Congress. The paper reviewed

information available in 1985 on technical and administrative issues that had to be

addressed if case-mix were to be incorporated in payments for Medicare SNF patient

care.

Several options for case-mix adjustments for Medicare SNF payments were

considered. First, Medicaid case-mix classifications were reviewed, but it was concluded

that significant differences existed between Medicaid and Medicare nursing home
patients and consequently, that a case-mix index based on Medicaid patient

characteristics would not be an adequate mechanism with which to adjust payments for

Medicare patients. Second, diagnosis was assessed as a possible case-mix measure for

Medicare SNF patients, but this characteristic was found to explain very little of the

differences in costs across Medicare SNF patients or facilities. Third, facility level

patient characteristics were analyzed and one characteristic was found which was a good

predictor of facility level costs. This variable was the proportion of a facility's caseload

that was covered by Medicare; when the proportion was high, average costs tended to

be high. This result is consistent with other studies that found Medicare patients to be

more medically acute than Medicaid patients.

The facility level analysis highlighted two major problems underlying attempts to

relate Medicare SNF case mix and costs on a facility level. Average facility costs reflect

the case mix of both Medicare and non-Medicare patients. Because the Medicare

proportion tends to be small (15 percent), the average cost strongly reflects the cost of

care of non-Medicare patients. To the extent that Medicare patients require more

services, this increment would not be captured in facility-level average costs. The
second problem is that even when analyses control for proportion of patients who are

Medicare, differences in resource requirements between Medicare patients are not

captured.

In addition to the technical issue of designing a patient-level case-mix classification

system for Medicare SNF patients, the implementation of case-mix adjustments for

payment was further impeded by the need to develop a major data collection system on

patient characteristics. Moreover, if a case-mix classification were developed, a major

study would be required to determine how to establish payment rates, estimate

administrative costs, determine the extent to which patient assessments have to be

audited and determine other administrative issues.
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The study concluded that as of 1985. implementing a patient level case-mix

adjustment in payments tor Medicare SNFs did not appear to be cost-beneficial,

particularly in light of the small amount of expenditures for the benefit. Only a

facility-level adjustment reflecting concentration of Medicare patient days appeared to

be feasible.
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Morris, J.N., C. Hawes, B. E. Fries et al. 1990. "Designing the National Resident

Assessment Instrument for Nursing Homes." The Gerontologist 30: 293-307.

This article reports on the development of the Minimum Data Set (MDS) for

assessing residents of nursing homes. In the Omnibus Budget Reconciliation Act of

1987 (OBRA 87), Congress mandated a national resident assessment system that

includes a uniform set of items and definitions for assessing all residents in nursing

facilities in the country. The comprehensive, multidimensional assessment is to be

performed on admission, and yearly thereafter, as well as "on significant change" in a

resident's status. Although the Secretary of HHS may recommend a uniform

assessment system, the States are given the option of developing their own assessment

systems, provided that the Secretary finds that such alternative instruments conform

with a "core" set of items and definitions. Congress mandated that the assessment

process be implemented as a Condition of Participation for Medicare and Medicaid by

October, 1990.

The development of the MDS has involved two major steps, development of the

conceptual framework and draft instruments, and a basic reliability test of the

instrument and training materials. Testing of the time required to complete an MDS
assessment indicates that with experience, assessors can complete an assessment in

about 80-90 minutes. Future activities will include more extensive field testing, design

of data flow and systems, and implementation of details.

The process of MDS development began with the 13 domains specified in OBRA
87 as components of a comprehensive assessment: medically defined conditions and

prior medical history, medical status, functional status, sensory and physical

impairments, nutritional status and requirements, special treatments or procedures,

psychosocial status, discharge potential, dental condition, activities potential,

rehabilitation potential, cognitive status, and drug therapy.

Of direct importance to Medicare payment options, items which support common
case-mix measurement systems based on resident characteristics were addressed in the

selection of items for the MDS. Availability of such items on all nursing home patients

on a regular basis makes it possible to employ the MDS for measuring casemix of all

nursing homes in the country.
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Neu, C.R. 1988. "Extending the Medicare Prospective Payment System to Posthospital

Care: Why and How." The Rand Corporation, YVD-4099-HCFA, September.

This working paper describes in detail a "bundled" prospective payment system tor

hospital and posthospital care.

The proposed payment system would create a new class of providers of Medicare

services: Comprehensive Part A Providers (CPAPs). A CPAP would provide for each

Medicare patient it treats all services-hospital and posthospital-covered by the

Medicare Part A benefit during a defined episode of acute care. An episode would

begin with a hospital admission and would include all subsequent skilled nursing facility

(SNF), home health, and rehabilitation care that is related to the condition that

necessitated the original hospitalization. In return, the CPAP would receive a single,

prospectively determined payment for the entire episode. A CPAP could be a hospital,

groups of hospitals, integrated health services enterprises, private insurance carriers,

health maintenance organizations or a new entity formed solely for the purpose of

participating in the new payment system.

In many ways, a CPAP would operate like a health maintenance organization that

provides Part A services (only) to Medicare beneficiaries: A CPAP provider would

bear full responsibility for all necessary care associated with an episode and would be

responsible for arranging the care. CPAPs would be free to either "make" or "buy" all

care. That is, they would be free to provide the required care themselves or to make
arrangements, through formal contracts, with other institutions for care. All institutions

participating in a CPAP would be required to meet current Medicare certification

criteria.

Which beneficiaries participate in CPAPs would be determined by the status of the

hospital in which an episode of care begins. If a beneficiary enters a hospital

associated with a CPAP, his care would be managed on a comprehensive basis by the

CPAP. Alternatively, if he enters a hospital not associated with a CPAP, his care

would be arranged and paid for under standard Medicare provisions. Thus,

beneficiaries would not be required to "enroll" in a CPAP. In fact, a beneficiary could

choose comprehensive care for one episode of care and traditional Medicare coverage

for the next episode.

With some modifications, the diagnosis related groups (DRG) system would serve

as the basis for payment. The payment would be calculated to cover the expected costs

of both hospital and posthospital care and would, therefore, be somewhat higher than

the current PPS payment of hospital care only. Initially, CPAPs would be required to
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provide comprehensive care only for patients in DRGs where posthospital care is most

frequently used. The author believes about a dozen DRGs tit this criterion. Patients

with diagnoses not in the CPAP DRGs would be paid according to usual payment

policies.
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Neii, C. Richard and Scott C. Harrison. 1988. "Posthospitai Care Before and After the

Medicare Prospective Payment System." The Rand Corporation, R-3590-HCFA, March.

This report describes changes in Medicare hospital and posthospitai care (skilled

nursing and home health care) patterns that have occurred since the introduction of the

Medicare hospital prospective payment system (PPS). For the most part, the report is

descriptive in nature. Data for the analysis came from hospital billing records for a

20 percent random sample of all Medicare beneficiaries discharged from short-stay,

acute-care hospitals during two 12-month periods: calender year 1981 (which was just

before PPS was implemented) and the 12 months ending in June 1985 (roughly the first

year PPS was fully operational). Medicare data on SNF and home health care were

appended to the hospital bills. The final analysis file contained information on about

1.7 million Medicare hospital discharges and their subsequent posthospitai care. This

summary will focus on the skilled nursing facility (SNF) findings.

The study indicated that the character of SNF care changed between the two

periods. The authors maintain that SNF care became more "routine" and less "chronic"

in the post-PPS period. The analysis showed that a greater proportion of Medicare

patients used SNF care after the PPS was instituted. Further, while the number of days

of SNF care per hospital discharge rose in the postperiod, the average number of

covered days of care for patients who actually used SNF care declined. The research

also showed that the "new" users of SNF care in the post-PPS period tended to have

SNF stays at the lower end of the SNF length-of-stay distribution. Finally, the study

reported that posthospitai care increased most for younger Medicare enrollees.

Other findings revealed that, surprisingly, hospital readmissions from SNFs were

lower in the postperiod. Similarly, the death rate among SNF patients declined in the

postperiod. The study also reported wide State-to-State variations in the use and costs

of posthospitai care. These variations were not readily explained by age, sex, or DRG
distributions across the States. The authors believe that fundamental differences in

posthospitai treatment patterns may exists across the States. Finally, it was reported

that relatively few DRGs account for the bulk of Medicare outlays for SNF care and

many of the DRGs important to SNF care are also important to home health care.

The study's results are important because they highlight that, in the post-PPS

period, the link between hospitals and SNFs has become yet stronger. Further, the

results show that a variety of Medicare beneficiaries are now using SNF care and that

this type of care is no longer just being used by the "most frail" hospital discharges.

The State-to-State variations in posthospitai use indicate that select combinations of

policy measures could be adopted to create "better" or "desirable" posthospitai care

patterns.
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Neu, C. Richard, Scott C. Harrison, and Joanna Z. Heiibrunn. 1989. "Medicare

Patients and Postacute Care: Who Goes Where?" The Rand Corporation, R-3780-MN,

November.

This research documents which Medicare patients use which types of postacute care

and tries to explain the different care patterns observed. The largely descriptive study

is based on a 20 percent random sample of all Medicare acute care hospital discharges

during the 12 months ending in June 1985. Using Medicare bills, the authors traced

the acute and^ postacute care histories of more than two million cases in five diagnosis

related groups (DRGs): DRG 14, DRG 88, DRG 127, DRG 209, and DRG 210.

Combined, these DRGs account for about one-eighth of all Medicare hospital

discharges.

The study showed that a patient's personal characteristics and where the patient

lives are the most important determinants of postacute care. Surprisingly, a patient's

medical condition was not a significant factor in determining postacute care. As for

personal characteristics, women and patients with secondary diagnoses used more

postacute care of all kinds. Older persons tended to use more skilled nursing facility

(SNF) care but less home care than their younger counterparts. Race was also found

to influence use of postacute care: Whites used more SNF care than nonwhites while

nonwhites were more likely to use home health care. Which State a person lived in

significantly influenced the kind of postacute care used, reflecting a combination of

factors including a State's Medicaid policies, and health planning and regulatory policies.

Another major finding was that secondary diagnosis was important in determining

whether a patient would use postacute care and in what setting. In fact, for some
DRGs. secondary diagnosis was more important in explaining postacute care use than

differences in the principal diagnosis within the DRG. Further, secondary diagnoses

found to be associated with high postacute care use were often unrelated to the

principal diagnosis. Finally, the study found evidence that some postacute care settings

can substitute for postacute care in other settings and for inpatient hospital care.

Specifically, the data indicated some substitution between SNF and home health care.

Further, SNF care seems to be a substitute for inpatient hospital care while home
health care appears to be a complement to hospital care.

This research has important implications for designing payment policies, particularly

the secondary diagnosis and substitution findings. The fact that primary diagnosis

during hospitalization does not appear to be important in explaining postacute care use

suggests that it may be difficult to set payment rates for postacute care based on a

patient's primary diagnosis.
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Shaughnessy, Peter, Andrew Kramer, Robert Schlenker, Mary Polesovsky. 1984.

"Nursing Home Case Mix Differences for Medicare vs. Non-Medicare and

Hospital-based vs. Freestanding Patients." Study Paper 3, HCFA grant no. 18-P-977I12.

This study entailed primary data collection of patient characteristics to identify

potential differences in the characteristics of Medicare and non-Medicare patients in

hospital-based and freestanding skilled nursing facilities (SNFs). Patients were selected

from 13 hospital-based SNFs and 13 freestanding SNFs in 6 States (California,

Pennsylvania. Ohio, Michigan, Texas and New Jersey). A total of 370 hospital-based

patients and 386 freestanding patients were included in the analysis sample.

First, the analysis revealed differences in the characteristics of non-Medicare

patients between the two types of providers. Patients in hospital-based facilities, in

contrast to those in freestanding ones, exhibited a pattern of greater dependence in

ADLs and lADLs. and higher prevalence rates for most long-term care problems.

Whereas hip fracture was more prevalent among the non-Medicare patients in

freestanding facilities, hospital-based patients were in general more often afflicted by

nervous system disorders and stroke.

Second. Medicare patients in hospital based facilities were judged to have greater

rehabilitation potential than Medicare patients in freestanding facilities, suggesting that

hospital-based Medicare patients tend to be more similar to acute care patients. Even

among Medicare covered patients, freestanding facilities tended to have higher

proportions who had traditional long-term care problems (e.g., skin ulceration,

incontinence, depressive symptoms) than hospital-based patients. In contrast about

twice as many hospital based patients had intravenous catheters (4.8 percent vs.

1.8 percent) and dysapnea (shortness of breath) (49 percent vs. 28 percent) as did

freestanding patients.

The authors concluded that, in general, hospital-based patients had more

pronounced acute medical problems than patients in freestanding facilities. These

results are consistent with prior research by the University of Colorado which compared

patients in hospital-based and freestanding facilities in Colorado.
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Shaughnessy, P.W., R.E. Schlenker. A.M. Kramer. 1990. "Quality of Long-Term Care

in Nursing Homes and Swing-Bed Hospitals." Health Services Research 25:

65-96.

This study compared the quality of long-term care in swing-bed hospitals and

nursing homes, using patient outcomes along with both process and structural measures

of quality. By 1989, more than 1,100 hospitals in rural communities were using hospital

beds as swing beds; this is appproximately 50 percent of all eligible hospitals. In this

study, 44 swjng-bed hospitals and 49 nursing homes from 18 States contributed to the

various samples. Data were analyzed on approximately 2,000 patients in four different

primary data samples, three of which were longitudinal with multiple follow-up

assessments.

Analysis of changes in patient status over time, hospital utilization, rates of

discharge to independent living, services provided, and certain structural indicators yield

two principal conclusions. First, swing-bed care, relative to nursing home care, is more

effective in enhancing functional outcomes and discharge to independent living. Second,

nursing home care appears more desirable than swing-bed care for long-stay chronic

care patients with no rehabilitation potential. In addition, swing-bed hospitals have

gravitated toward admitting postacute long-term care patients, and do not compete

directly with community nursing homes for chronic care patients.

This study highlighted several issues of importance for the Medicare skilled nursing

facility (SNF) program. By virtues of its higher skilled nursing staffing, orientation

toward rehabilitation, and greater physician involvement, swing-bed care resulted in

better outcomes, sooner, for patients with rehabilitation potential. In addition, many
such patients may be very difficult to place in community nursing homes because of the

intensity of care they require. The authors point out that the conversion of hospital

beds to SNF beds is not possible in many States owing to Certificate of Need laws and

moratoria on nursing home beds.
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Silverman, Herbert A. 1991. "Medicare-Covered Skilled Nursing Facility Services,

1967-1988." Manuscript. Baltimore: HCFA, Office of Research and Demonstrations.

This paper reviews dimensions of the Medicare skilled nursing facility (SNF)

benefit, including the relationship between legislative history and benefit trends. The
following highlights important historical landmarks:

o During the period 1967 through 1969, the use of the SNF benefit exceeded the

projected levels. In 1967, the first full year in which the benefit was available, SNF
payments were $313 million instead of the estimated $30 million. By 1968, payments

rose to $402 'million.

o In April, 1969, the Bureau of Health Insurance issued Intermediary Letter No. 371,

"Determining coverage of care in an extended care facility." This letter re-emphasized

the intent of the SNF benefit to promote uniformity among intermediaries in making

coverage determinations and provided a list of services that would be covered under

normal circumstances. The effects of the Letter was to decrease SNF benefit use;

payments dropped to $245 million in 1970.

o The Social Security Amendments of 1972 reversed the downward trend in SNF
benefit use. It extended coverage to disabled persons and those with end-stage renal

disease, and liberalized the Medicare SNF concept of care. Specifically, the 1972

Amendments altered the required frequency of skilled care from "continuing" to "daily;"

recognized a need for skilled rehabilitation services as a basis for coverage; accepted

the concept of skilled management being needed for an "aggregate" of unskilled

services, and introduced the "practical matter" concept in which availability of

alternative facilities and the patient's condition are taken into account to determine if

SNF care is justified.

o The 1972 Amendments also provided for a "limitation of liability" in which

beneficiaries and providers who were unaware that services were not covered would not

have to pay for them. Studies have shown that prior to 1978, a SNF was granted

favorable waiver status as long as no more than a 10 percent denial rate of days billed

was experienced in the previous quarter. Since 1978, only a 5 percent denial rate was

acceptable.

o Following the increase in SNF use in 1983-84 after the implementation of the

hospital prospective payment system (PPS), intensified reviews by intermediaries

constrained further increases and contributed to declining numbers of Medicare-covered

SNF admissions after 1985. Increasing copayment rates relative to nursing home
charges in general may have also tempered the growth of SNF days.
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o In 1988. guidelines were clarified to present more clearly the requirements for

coverage and reduce variation in determinations among intermediaries. The guidelines

emphasized the need tor clear documentation to justify denials, expanded the number

of examples of cases that should be covered rather than those that should be denied.

In addition, extensive training of intermediary personnel was undertaken. Program

payments for SNF services were 55 percent higher in 1988 than in 1987.
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Silverman, Herbert A. 1990. "Swing-Bed Services Under the Medicare Program."

Health Care Financing Review il (Spring): 3.

This study uses data from Medicare files to examine trends in the use of swing-bed

services by Medicare beneficiaries from 1984 to 1987. Swing-beds are beds in small

rural hospitals (with less than 50 beds) that can be used for both acute and postacute

care. The reason for implementing the swing-bed policy is twofold. First, it allows

small rural hospitals to utilize the excess bed capacity that was characteristic of rural

hospitals in the 1970's. Second, it serves as a partial remedy to access problems facing

rural beneficiaries who need skilled nursing services.

Use of swing-bed services has grown rapidly since they were established as part of

the Medicare program by the Omnibus Reconciliation Act of 1980. For example,

admissions to swing-bed hospitals have increased from 3.0 percent of Medicare skilled

nursing facility (SNF) admissions in 1984 to 9.7 percent in 1987. As expected, most of

these services are concentrated in States that have large rural areas such as the North

Central States and the Southern States. Moreover, swing-bed admissions account for a

significant proportion of the Medicare SNF admissions in these states; i.e. 18 percent in

North Central States and 11.9 percent in Southern States.

This study finds that swing-bed patients require shorter term, but more intense

skilled nursing services than patients in nursing homes. Also, the rural hospitals are

better suited to serve these postacute patients than the rural nursing homes, which are

better equipped to care for patients with more traditional long-term care needs. As a

result, we observe that swing-bed patients are more likely to be rehabilitated than

nursing home patients. Because swing bed patients typically require a more intense use

of resources, they tend to be more costly than the average nursing home patient. In

fact, swing-bed patients cost about 20 percent more per day than the average nursing

home patient.
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Smits, H.L., J. Feder, and W. Scanlon. 1982. "Medicare's Nursing Home Benefit:

Variations in Interpretation" New England Journal of Medicine 307: 855-862.

This study explored the possibility that variations in Medicare skilled nursing facility

use existed because of differences in the administrative interpretation of rules governing

coverage. The authors developed 9 hypothetical cases and presented them by

telephone to 18 claims reviewers in fiscal intermediaries and professional standards

review organizations. Cases were designed to illuminate reviewers' use of discretion.

The authors found major differences in reviewers' decisions to cover or not cover

patients and in the reasoning behind their decisions. Three of the 18 reviewers decided

to cover most of the cases, but not the same ones; only in 2 of the cases did the 18

reviewers approach consensus. The variation in coverage decisions was attributed by

the authors to the complexity of Medicare's coverage rules and its decentralized

administration.

Among the specific areas of variation, the authors found, for example, a bias in

favor of covering people needing rehabilitation for a lower (rather than upper)

extremity. In judging patients requiring complex nursing, there was a tendency to

explore in some detail the need for skilled procedures on an everyday basis. Similarly,

intervals between laboratory tests and review were frequently used as an indicator of

instability (a reason for coverage). In addition, many reviewers noted that

documentation can make a great deal of difference in the decisions to cover or not

cover a patient.

In light of the variation in coverage decisions observed, the authors recommended
more centralized review with oversight by Medicare's central office, and training of

reviewers in a way that focuses on complex cases to improve the consistency of

judgment. 1

1. Note: New guidelines, distributed in 1988, were explicitly designed to clarity

coverage rules and improve the consistency of fiscal intermediaries' determinations.

The extent to which these guidelines have improved uniformity remains to be evaluated.
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Sulvetta, Margaret B. 1988. "The Impact of PPS on Medicare SNF Casemix." NCHSR
Grant No. 1 R01 HS0525301A1; Urban Institute WP 3586-02, June.

There is substantial concern that Medicare beneficiaries eligible for skilled nursing

facility (SNF) care may not have adequate access to that care. Medicare beneficiaries

tend to require intensive specialized rehabilitative care which makes them more

expensive than the typical SNF patient, and more expensive in high-cost areas than the

Medicare benefit level is likely to cover.

With the introduction of the inpatient hospital prospective payment system (PPS), it

is highly likely that Medicare beneficiaries are being discharged with more intensive

care needs than before PPS-making them less attractive still to nursing home
administrators. If the demand by sicker patients for SNF care increases and the supply

of SNF beds remains limited, SNFs may indulge in "cream-skimming"; i.e., filling their

Medicare beds with less costly, less resource-intensive (less sick) patients, making it

even more difficult for sicker patients to receive care. Alternatively, they may deny

access to the sickest Medicare patients simply because their existing levels of staffing

and medical services are insufficient to adequately provide care to this sicker patient

population.

This study explored the impact of the inpatient PPS on Medicare SNF case-mix.

The major data source was all Medicare bills for SNF care submitted to the Health

Care Financing Administration in 1983 and 1985. These bills identify provider, patient,

length of stay, covered days, charges, Medicare s payment amount, and the SNF
admitting diagnosis. For both 1983 and 1985, these SNF admitting diagnoses were

aggregated into the same 475 diagnosis related groups (DRG) categories as in the

hospital PPS. The 2 years were chosen because they bound the period when Medicare

implemented PPS for hospitals, providing an excellent comparison of pre- and post-PPS

experience. The fact that four States (Maryland. Massachusetts, New Jersey, and New
York) obtained waivers that exempted them from PPS during this period provides a

further PPS/non-PPS comparison.

Case-mix in this analysis was measured as an index which reflects the changes that

occur as a result of changing the mix of DRGs. The index was developed in two steps.

The first was to construct a charge-based weight for each DRG to measure the

expected resource intensity of cases in the DRG relative to the average. The second

step was to use these weights to compute a facility-specific case-mix index for a

matched set of 3,148 homes. The weights are held constant between 1983 and 1985 so

that any changes in the case-mix index between the 2 years would reflect changes in the

mix of patients served.

The study found that the severity of patients entering SNF care with Medicare
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coverage increased slightly between 1983-85. These case-mix changes were more likely

to occur in PPS-covered States than in waiver States, and in hospital-based facilities and

facilities with a relatively higher level of Medicare participation. Location in a State

where the Medicaid program has a case-mix payment system was also a positive factor

in increased Medicare case-mix. The relatively small change in case-mix may provide

evidence that the practice of cream skimming has not occurred on a gross scale. But

we cannot conclude that cream skimming has been totally absent. A conclusive test of

this hypothesis would require additional information on the characteristics of the

patients discharged from hospitals who demanded but did not receive SNF care and

measures of the severity of illness among hospital discharges and nursing home
admissions.
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Sulvetta, Margaret and John Holahan. 1986. "Cost and Case-Mix Differences between

Hospital-Based and Freestanding Nursing Homes." Health Care Financing Review 7

(Spring): 75-84.

This study addressed the issue of separate versus dual payment limits for

hospital-based and freestanding skilled nursing facility (SNF) care. It presented cost

differences within major cost categories and outlined differing facility characteristics

between hospital-based and independent homes. It also included a preliminary analysis

of the factors potentially contributing to cost differences such as case-mix and staffing

patterns.

The data used in the study were derived from 1980 Medicare cost reports and the

Medicare/Medicaid Automated Certification System files. The two files were merged to

produce a data base which includes 3,492 of the 4,900 Medicare certified SNFs filing

cost reports in 1980. These sample facilities account for roughly seven-eighths of all

Medicare patient days provided in that year.

The major study findings were: Average costs among hospital-based facilities are

almost twice those of freestanding facilities; when costs are weighted by Medicare days,

differences are more than doubled ($131.51 vs. $66.95); nearly three-quarters of all

hospital-based facilities would incur nonpayable costs under a single limit system, while

only 37 percent have nonpayable costs under a dual limit.

Hospital-based facilities were shown to have different characteristics than

freestanding SNFs. Hospital-based facilities are more likely to serve the short-stay

rehabilitative patient, and hence have higher turnover; Freestanding facilities are

predominantly urban, proprietary homes, while hospital-based facilities are more evenly

split between urban and rural locations, and are primarily nonprofit. Medicare days

accounted for 17 percent of hospital-based total patient days, but only 7 percent of

freestanding patient days.

After controlling for different facility characteristics, and using a proxy case-mix

measure of Medicare days as a percent of total days, hospital-based SNFs have average

total costs which exceed those in freestanding facilities by $27.62 per day, and routine

operating costs which are $18.31 greater per day. Hospital based facilities provide an

average 3.9 nursing hours per day, while freestanding homes provide 3.27. Nearly

35 percent of all hospital-based SNFs provide two or more rehabilitation services and

approximately 92 percent have high nurse to bed ratios. By comparison, only

15 percent of all freestanding facilities offer more than one rehabilitation service and

59 percent have high nurse to bed ratios. After controlling for staffing, differences in

costs between hospital-based and freestanding facilities remain. This implies that much

of the cost differences between hospital-based and freestanding facilities are unrelated

to case-mix and staffing.
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U.S. Department of Health and Human Services. 1988. "Prospective Payment for

Medicare Skilled Nursing Facilities." Report to Congress .

This report responded to the mandate in the Deficit Reduction Act of 1984, calling

upon the Department of Health and Human Services to report on the range of options

available for prospective payment for Medicare skilled nursing facilities (SNFs). The
mandate specified that the study include an examination of the feasibility, advisability,

and methodology of incorporating payments for Medicare SNF services into the

Medicare hospital prospective payment system (PPS) system based on diagnosis related

groups (DRGs) and that the study take into account case-mix differences among
providers.

The report analyzed three options for making prospective payments for Medicare

SNFs: (1) bundling postacute care into DRGs, (2) adjusting casemix based on a

Medicare variant of nursing home resource utilization groups (RUGs), and (3) making

prospective payments on a facility-specific basis using proxy casemix measures. Each of

the strategies had advantages and disadvantages.

The integrated payment system (bundling) placed responsibility for both acute and

postacute care under a single provider, providing opportunities for improving continuity

of care. It could mitigate financial losses due to hospital back-up resulting from SNF
bed shortages. In addition, this system would place coverage decisions in the hands of

hospitals rather than intermediaries. Major disadvantages included difficulties in pricing

the bundled services and giving hospitals an advantage over other providers of

long-term care services.

The RUGs-type classification system could provide greater incentives for SNFs to

accept more Medicare patients, particularly those requiring heavy care. Because of the

well-defined classification of patients, providers would also have greater confidence that

patients would be covered for payment. It would also make it easier to contain costs in

the future. Finally, a RUGs based payment methodology opens up the possibility of

integrated payment systems for Medicare and Medicaid patients, thereby reducing

administrative burden for facilities. The disadvantages of the RUGs type system for

Medicare is that very little (13 percent) of the variance in nursing time has been

explained by available models. In contrast, the models have been much more successful

in explaining variance in ancillary costs. The administrative requirements to operate a

RUGs system appear to be high relative to the benefits. At the time of the report, this

type of payment system had not been tested for Medicare patients.

The third option is to develop facility-specific prospective rates, subject to cost

limits established separately for classes of facilities (e.g., by percent Medicare,

hospital-based). This option, which uses a facility's prior experience to develop
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payment rates, requires only a modest change in the system. Adjusting payments for a

percentage of a facility's caseload that is Medicare could increase access. The system

could also be implemented relatively easily and would create no additional

administrative burden relative to the current system. The disadvantage of this option is

that it does not directly increase access for the heavy care Medicare patients, since it is

not based on patient-specific casemix.

Information from the report highlighted practical considerations, as well as technical

and theoretical ones. These included data collection burdens, choice of who would

make coverage decisions, and shifts in control of Medicare SNF patients. Technically,

neither the bundling nor the RUGs systems have been tested, and many components of

each require further study. The report did not address the potential to blend features

from the different systems. Finally, recent developments (e.g., requirements of the

minimum data set and the progress of the multi-state demonstration project) could

enhance the advantages of one or more options.
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U.S. Department of Health and Human Services. 1985. "Study of the Skilled Nursing

Facility Benefit Under Medicare." Report to Congress.

This report contains background information on the status of the Medicare skilled

nursing facility (SNF) benefit and summarizes results of studies that are relevant to the

consideration of prospective payment options for Medicare SNFs. The chapters in the

report addressed five main topics (some of which are addressed elsewhere): 1.

background and context; 2. statistics on the facilities in the program; 3. the current

payment system; 4. analysis of case-mix measurement in SNFs; and 5. hospital-based

and free standing SNFs.

The Medicare SNF benefit covers short-term (up to 100 days), postacute nursing

home care for people needing skilled nursing or rehabilitative services in an inpatient

setting. It is small both as a percentage of Medicare expenditures (1 percent) and as a

proportion of total nursing home revenues (2 percent). Since 1975, both total

expenditures and per diem payments have increased at a modest rate.

Approximately 5,000 nursing homes are certified to provide Medicare services, with

the vast majority being freestanding facilities, in contrast to hospital based facilities.

Medicare patients account for an average of only 15 percent of total nursing home
patients in participating facilities. However, the distribution of Medicare SNF days is

highly skewed. For example, fewer than 400 SNFs provide 40 percent of total

Medicare SNF days. The vast majority of certified SNFs provide very few Medicare

days.

The availability of Medicare certified SNF beds varies across States. In 1981,

Medicare SNF beds per 1,000 elderly persons varied from a low of 1 in Arkansas and

Oklahoma to a high of 5 1 in North Dakota. The State average was 18.

A multivariate analysis of costs found that numerous facility characteristics, such as

hospital wage index, number of Medicare certified beds, percentage of total inpatient

days that are Medicare, distinct part status and hospital based status, predicted higher

than average routine operating costs. Such characteristics were not strong predictors of

capital costs.

Medicare services in SNFs are largely paid on a retrospective, reasonable cost

basis, subject to limits applied to routine operating costs. Ancillary costs, such as

physical therapy and drugs, are paid at cost. Medicare capital payment policies provide

for interest, depreciation, other capital-related costs, and return on equity payments.

Cost limits are set at 112 percent of the average costs of urban and of rural facilities. In

addition, separate limits are set for hospital-based and freestanding facilities. Finally,

low-utilization SNFs, with fewer than 1,500 Medicare days, may elect to be paid 105
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percent of mean operating and capital costs of all facilities.

Several problems were identified with the current Medicare SNF program. First,

SNFs are required to file detailed Medicare cost reports, which were developed for

hospitals and which may discourage facilities, particularly those with low Medicare

patient loads, from participating in the program. Second, Medicare intermediaries deny

payment or disallow some costs months after the close of the SNFs accounting period.

Because Medicare pays only for actual costs incurred, there is no cushion against losses

that occur when expenses are retrospectively disallowed. Third, local and regional

factors greatly influence access to Medicare SNF services; the nature of Medicaid

payment systems can affect the availability of Medicare SNF services.
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Wiener, Joshua M. 1987. Swing Beds: Assessing Flexible Health Care in Rural

Communities. Washington, D.C.: The Brookings Institution.

This report evaluates the controversial swing-bed program which was incorporated

into the Medicare program by the provisions of the Omnibus Reconciliation Act of

1980. Any assessment of the swing-bed program raises fundamental questions regarding

the organization and the financing of acute and long-term care systems. This report

includes papers which address the issues that are at the center of the swing-bed debate:

reimbursement for services; access to postacute and long-term care; and provision of

quality care. ^ For our purposes we are most interested in the costs of the swing-bed

services and in the prospective payment systems that might be used to pay for them.

There are two components of the current payment system for swing-bed services:

the routine cost component and the ancillary cost component. The routine costs are

paid by the average daily Medicaid skilled nursing facility (SNF) rate from the prior

year.l In contrast, payment for ancillary costs is based on Medicare's share of the

total costs for a given facility.

The main problem with the then current payment system for routine costs can be

attributed to the wide variation in Medicaid SNF rates across States. Theoretically a

hospital will only participate in the swing-bed program if the Medicaid payment rate is

sufficient to cover its average variable cost. As a result, the incentive for hospitals to

participate in the program also varies by State. The method for paying ancillary costs

has problems that are typically characteristic of retrospective cost-based payment

methods. In particular, hospitals have no incentive to provide ancillary services in a

cost-efficient manner.

Most analysts agree that the current payment system must be revised to address the

concerns outlined above. This report discusses seven criteria that can be used to

evaluate payment systems. These criteria fall into four major groups: (1) Access to

Medicare SNF care for rural elderly beneficiaries; (2) Provision of quality care in an

efficient manner; (3) Minimal administrative burden; and (4) Similar treatment of

facilities that provide similar services.

Several different payment strategies are evaluated according to these criteria in John

Holahan's paper on swing-bed payment. The payment systems range in design from the

current payment system to a prospective case-mix adjusted system. The payment

systems that ranked the highest according to these criteria are the prospective

case-mix-adjusted rates based on facility case-mix and patient specific rates based on

patient characteristics.

The prospective case-mix adjusted rate system would require that facilities are paid
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according to their patient case-mix but that there is no adjustment for facility specific

costs. Facilities would be encouraged to participate in the swing-bed program because

this system should account for differences in cost due to differences in case-mix.

Although access problems would be partially mitigated, the case-mix adjustment might

not compensate nursing homes enough to improve access to SNF care for the most

heavy care patients. Aside from obvious concern over how to devise an appropriate

case-mix index (CM I) for SNF care, this system has both positive and negative features

that are associated with all prospective payment systems. For example, while there is

an incentive to contain costs, this incentive might also result in a decrease in the quality

of care provided. In addition, the necessary cost reports and the retrospective rebasing

of CMIs would cause the actual implementation of this system to be administratively

burdensome.

The system based on patient specific rates would function much like the hospital

DRG based payment system. While this system is theoretically appealing, in practice

there are several problems. First and foremost is the present lack of a useful case-mix

measure for Medicare SNF patients. Second is the administrative burden associated

with payment systems that are based on patient specific characteristics. The prospective

nature of this system endows it with the expected advantages and disadvantages

described above. However, an additional advantage to this system is that it would likely

improve access for patients demanding heavy skilled nursing care. Moreover, the

system is intuitively pleasing in that it provides the same payment for patients with the

same condition.

The major obstacle to the development of prospective payment system for Medicare

patients appears to be the construction of a suitable patient classification system. One
possibility might be to group facilities according to their percentage of Medicare days.

This variable has been shown to explain a significant amount of the variation in costs

across facilities and might serve as an adequate intermediate case-mix measure until a

more sophisticated system is developed.

1. Note: This payment method was changed by the Omnibus Budget Reconciliation Act

of 1990
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Wiener, Joshua, Korbin Liu and George Schieber. 1986. "Case-Mix Differences Between

Hospital-based and Freestanding Skilled Nursing Facilities." Medical Care 24, no. 12

(December): 1173-1182.

This paper reviewed evidence on case-mix differences between hospital-based and

freestanding skilled nursing facilities (SNFs). According to Medicare data, costs in

hospital-based SNFs are twice those of freestanding facilities. Although some charge

that this is the result of inefficiency, hospitals argue that higher costs are caused by

treatment of sicker patients and provision of higher quality care. This study analyzed

results from seven studies on casemix differences in the two types of SNFs as well as

information from HCFA's data system.

Indirect indications of case-mix differences were found from Medicare program

data. Higher proportions of Medicare patients, higher patient turnover rates, and

higher nurse to bed ratios of hospital-based SNFs all suggest that patients in these

facilities required more resources than those in freestanding facilities.

Results of the seven studies which measured case-mix in hospital-based and

freestanding nursing homes indicated that patients in the hospital-based facilities have a

more severe case mix than patients in freestanding facilities. Hospital-based facilities

tended to have more patients with rehabilitation potential as well as those with greater

medical acuity. Examining only Medicare patients, the differential is less pronounced.

Central to the issue of case-mix differences between hospital-based and

freestanding facilities is the question of how much differences in cost between the two

types of facilities can be explained by case-mix. The results on this question are less

conclusive than those of the presence of case-mix differences. Where data were

available, the review found that case-mix explained from 8 percent to 42 percent of the

variation costs.

Overall, results from the review of case-mix differences between hospital-based and

freestanding facilities indicate that, under the current Medicare SNF payment system,

some adjustment for hospital-based status is appropriate. However, the appropriate

amount of extra payment is still a question. It is noteworthy that case-mix differences

between the two types of facilities appear to be due in part to the higher proportion of

Medicare patients in hospital-based facilities.
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